June 25, 2009

The Honorable Chairman and Members of

the Hawaii Public Utilities Commission (__“% S
Kekuanaca Building, 1st Floor = = ]
465 South King Street x5 = —

. B ] | aamad
Honolulu, Hawaii 96813 o N !
) .'“!—'
5= BT
. = = R
Dear Commissioners: G o
[F]

Subject: Docket No. 2008-0274 — Decoupling Proceeding
Revised and New Exhibits for the Joint SOP

As discussed at the prehearing conference held on June 22, 2009, enclosed for filing
are revised Exhibit C, revised Attachment 2, Exhibit C and new Attachments 5 - 7, Exhibit C
for the Joint Final Statement of Position of the HECO Companies and Consumer Advocate
(“Joint SOP”) filed by the Hawaiian Electric Companies' and the Division of Consumer
Advocacy (“Consumer Advocate”) on May 11, 2009.”

Exhibit C and Attachment 2 of Exhibit C are updates to the exhibits filed in the Joint
SOP. Attachment 5 of Exhibit C provides a simplified example of the Revenue Balancing
Account (“RBA™) to illustrate the accounting process for the RBA. Altachment 6 provides an
illustrative estimate of the 2010 Revenue Adjustment Mechanism based on the Hawaiian
Electric Company, Inc.’s recorded December 31, 2008 balances and the December 31, 2009
balances that are reflected as the Statement of Probable Entitlement balances filed in Docket
No. 2008-0083. Attachment 7 is the Companies’ and Consumer Advocate's Energy Cost

' The “Hawaiian Electric Companies” or “Companies” are Hawaiian Electric Company, Inc., Hawaii Electric
Light Company, Inc. and Maui Electric Company, Limited.

? The Companies and Consumer Advocate have agreed to include Attachment 6 of Exhibit C with the
understanding that information provided in this filing was solely prepared and is sponsored by Hawaiian
Electric Companies (“Companies™). Although the Consumer Advocate does not object to providing the
Commission with an update, this submittal should not be construed 1o represent concurrence by the Consumer
Advocate with regards to the reasonableness or applicability of the specified data. In this attachment, the
Companies provided additional details in a modified format to reflect updated data. At this juncture, the
Consumer Advocate has not had adequate opportunity to adequately review and validate the updated
information provided by the Companies. The Consumer Advocate intends to focus on illustrating a
methodology for the estimation of the RAM rather than trying to accurately estimate a future rare amount for
purpose of proposing any such rates to the Commission.




The Honorable Chairmun and Members of
the Hawaii Public Utilities Commission

June 25, 2009

Page 2

Adjustment Clause (“ECAC”) deadband proposal for Hawaii Electric Light Company, Inc.
and Maui Electric Company, Limited finalized after the Joint SOP was filed.

Very truly yours,

e & Y=~ (atd P hsat

DARCY L. ENDO-OMOTO CATHERINE P. AWAKUN]I

Vice President Executive Director

Hawaiian Electric Company, Inc. Division of Consumer Advocacy

Hawaii Electric Light Company, Inc. Department of Commerce and Consumer Affairs

Maui Electric Company, Limited

Enclosures

cc: Division of Consumer Advocacy
Hawaii Renewable Energy Alliance
Haiku Design and Analysis
Hawaii Holdings, LI.C, dba First Wind Hawaii
Department of Business, Economic Development, and Tourism
Hawaii Solar Energy Association
Blue Planet Foundation
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EXHIBIT C

Notice: For lfustrative purposes only -- not Intended to reflect actual RAM Increase. ATTACHMENT 2
PAGE 1 OF |
(REVISED 6/25/09)
Hawaiian Electric Company, Inc.
Decoupling - Consumer Advocate Rate Base lllustration
{RATE BASE CHANGE)
Based on 2009 Test Year
(5000's)
HECO Rate Base - Full CIP1 Annualized
CA 2010 Estimated
12/31/08 (a) 2009 Changes  12/31/08 (a) Changes (b} 12131110
1 NetPlantIn Service
2 Plant jn Service:
3 Starting Balance $ 28615837 $ 2615937 3 2615937
4  FullCostof CIP1 - 155,300 155,300
5  Additions (exci CIP1) $ 133,034 133,034 $ 106,798 239,832
6  Ratiremants {16,063) {16 063} {16,063)
7  Ending Balance 2.615,937 116,971 2,888,208 106,798 2,995,006
8 Accumulated Depregiatjon:
9 Starting Balarce (1.242,678) (1.242,678) (1,242,678)
10 Cost of Removal 6,770 6,770 6,770
11 Salvage (277} (277) (277)
12 Depreciation Accrual [ e ] (92,979) (92,979) NEEE) (189,460)
13  Retirements 16,063 16,063 16,083
14 Ending Balanca {1,242,678) (70,423) {1.313,101) {96.481) (1,409.562)
15 Nat Plant in Service 1,373,259 46,548 1,575,107 10,317 1,585,424
16 Deductions
17 Unamortized CIAC (180,184) (3,143 (183,327) (10,000) (183,327}
18  Accumulated Def income Taxes {130,002} {3,088) (133,100} {1,555) {134 655)
19  Tolal {310,186} (6,241} (316,427} {11,555) (327,982)
20 Net Rate Base (before working cash) $ 1063,073 3 40,307 1,258,680 $ (1,238) § 1257442
21 Average Rate Base $ 1,160,877 $ 1,258,061
22 Average Change in 2010 Rate Base:
23 Bassline Additions {b) s 90,000 45,000
24  Major CIP Project Additions {b) 16,798 8,399
25 Accumulated Depreciation IR () RISt (56.481)) PIRECE (48,2407
26 Net Plant Line 20..25 1,263,639
27  ADIT - Baseline {b) {1.310) {655)
28  ADIT - Major CiP {b) (245) (123)
29 CIAC - Basalina ib) {10,000) {5,000) Change In
30 CIAC - Major CIP (b} - - Ravenue
31 Total Change in Rate Base Line 26..30 $ 1,258,061 Requirement
32 Effective Pre-Tax Retum e OZE 13.35% 13.35%
33 Gross Returmn on Rate Base Line 21 x 32 $ 155,016 $§ 167,993} § 12,977
34 |ncome Statement Effects:
35 Lass: CIAC Amortization :
36 Add: Annualized Prior Year Depreciation |54
37 Revenus Requirement on Plant Additions
g I T i - a T A ety rae s Cor ] o

{a) [TRE'2008 BAIARCES (IN8s, 3120} reprasant esUmales.ffom HECO's Decamber, Upaats, (6.0% HECO 118} as-aciuals, not tnen avallabie g 19

Assumed 2009 "actual” year-end rate base par December Update: Net Plant HECO-1802; CIAC HECO-1805; ADIT HECO-1605.

(13) Sorca: Original Consumer Advocata Dacougﬂgg lllustration distributed 2/27/09.

ge 1 Jilustration submitted with\Joint Final:Sta . o

HCIAC Tconetted amoftization perioditd. 30@3& :

praciation’Accrualzcomposite’depreclation
A iy - M-'?""'&"’-’hu' '

to Case JSOPE Effact! Tax'at

e

R e 13 35
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HECO COMPANIES' VERSION OMLY using CA's meathodology - For Wlustrative Purposes Only

Net Pla orvice
Plant in Servica;

Starting Balance -Gen'l Accounting / Budget

CIP1 - TY Update * Revised
Additions

Ranramants

Ending Balance

ulal 1 tiQn;
Starting Batance - Gen'| Accounting
Cost of Ramoval
Salvage

Daprecialion Accrual
Ratiraments
Ending Balanca

Nat Plant In Service

Dedugtions
Unamortrzad CIAC - Gan'l Accounting

EXHIBIT C

Adjustment far CIAC amortization - previous year's

amartization porlion

Adjustment for CIAC amortlzation - incremantal

portion

Accumulatad Daf Income Taxes-Gen'l Acc

Total
Net Rate Base (before working cash)
Average Raie Base

Avera & in Rat
Baseline Additions

Major CIP Project Additiony
Accumulated Dapreciation
Net Plant

ADNT - Baseline
ADIT - Major CIP
ADIT (CIAC) - Basaline
ADIT {CIAC) - Major CIP
CIAC - Basaline
CIAC - Major CIP

Total Change in Rata Basa

Effectiva Pre-Tax Raturn
Groas Return on Rate Base

ncama r

Lesa: CIAC Amortization

Add: Annualized Pnor Year Depraciation
Revanus Requiremnant on Plant Add.dions

ATTACHMENT 6
PAGE2O0F3}
Hawaiian Elecirc Company, Inc.
Decoupling - Rate Base RAM lllustration
{Rate Base Change)
Based on 2008 Test Year
{$0009)

[ 2010 Rate Base RAM ]

Actual 2004 Estimated 2010 Estimated

12/31/08 Changes 12/31/09 Changes 120110
$ 2,507,900 § 2,886,234
155,300 155,300

) 133,034 133,034 § 111,371 111,371

2,597,900 258,334 2,886 234 111,371 2,997 605
(1,232,322) {1,210,749)

6,770 65,770 6,770
(277 (277) (277
(84,820) (84,920) (89,473) (89,473)
{1,232,322) 78.427) _(1,310,749) (89.473) _ (1,400,220

1,365,578 208,907 1575485 21,898 1,597,383
{178,757) {4,618) (183,375) {10,455) (184,576)

9,603
(348)

{132.510) [24.041) {156,551) 1,632 {154 919)
[311,267) (28 858} 1339, 926) 432 {339,495)

$ 1054311 § 181,248 12355508 § 22329 1,257 888

e —— —————————— e — ———  ———————

$ 1,144,935 $ 1,246,724
[ CHANGE IN 2010 RATE BASE ]
$ 86,394
24,977
(89,473)
930
{360)
1,062
(10,455}
. Change In
Revenue
Requirsmant
13 37% 13.37T%
$ 153,078 $ 108887 | § 13609
(349)
4 553
$ 17,814

Note: Lines 15, 17, & 18 of "Estimatad 12731/09" balancas are based on the Statement of Probable Entitliamant {Exhibit 1, page 3. "End of
Yeer Balance*) balances, filad n Docket No 2008-0083. The 10 50 % return on common squity to calculate the *Effective Pre-Tax Retumn”
rate i3 sho based on the Statement of Probable Entillement, filed in Docket No 2008-0083.

Exhibit C - Att. 6 p.2 rav xls
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HECO COMPANIES' VERSION ONLY - lllustrative Example Only

Estimated RAM Impact for Year 2010 - Typical Residential Monthly Bill

1 O&M Expense Revenue Adjustment
2 Rate Base Revenue Adjustment (n.1)

3 Total Revenue Adjustment

4 Rate Per KWH in Cents- Residential (n.2)

5 Typical 600 kWh Usage Per Month

In Thousands

$5,365

$17,814

$23,179

In Cents

$0.3613

In Dollars

$2.17

n.1 Based on ROE of 10.5% as proposed in the Statement of Probable Entitlement,

filed in the HECO 2009 test year rate case, Docket No. 2008-0083.

n.2 The residential class share of the RAM adjustment is equal to the estimated residential
class share of TY 2009 electric revenue requirements at the settlement revenue requirement
amount. The residential rate impact in cents per kWh is the residential class share of the
RAM adjustment divided by the estimated residential kWh sales from June 2010 to May 2011.
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Decoupling Docket (Docket No. 2008-0274)
ECAC Deadband Proposal

A.  Background

In its Opening Statement of Position in this Decoupling docket, Haiku Design and Analysis
(“HDA”™) proposed, among other things:

(7) Convert the existing ECAC to a straight full cost pass through for fuel and
purchased energy '.expf:ns'f:s.1

HDA also stated, among other things”:

HDA argues here, for purposes of consideration by the Commission and other parties,
that it is time to retire the ECAC mechanism and replace it with a straight full cost
pass through. HDA offers the following arguments:

(a) A straight cost pass through would considerably simplify administration of the
fuel adjustments and the decoupling mechanisms. First, it is very simple
compared to the existing ECAC. Second, it would simplify the administration
of a decoupling mechanism. In fact, if there is going to be a revenue balancing
account (RBA) for the decoupling mechanism, implementing a straight pass
through could be done as part of the same set of calculations, adjustments and
reconciliations. One set of lines in the RBA would match and adjust collected
revenues for fixed costs to target revenues for fixed costs (the HECO proposed
decoupling method). A second set of lines would match and adjust collected
revenues for fuel and purchased energy to actual fuel and purchased energy
expenses (a straight full cost pass through).

(b) A straight pass through is consistent with the objectives of the RAM generally:
reduction of risk and uncertainty in full recovery of utility expenses.

(¢) The existing ECAC incentives to the utility to operate its system efficiently
from a thermodynamic standpoint (to minimize system heat rate) provides some
convoluted incentives regarding commitment of purchased power generation
units versus commitment of company generation units.> With substantial
amounts of new renewable generation being added to the utility system, a
straight fuel cost pass through would *“decouple” utility earnings from resource
commitment (and curtailment) decisions. The utility should not be at financjal
risk based on resource commitment and curtailment decisions that should be
made according to policies (maximization of renewable generation) that

' HDA'’s Opening Statement of Position, dated March 28, 2009, page 7, ltem (7).

? Ibid., pages 7 10 9.

* Commitment refers to the decisions made by a utility dispatcher (o start generation units or 1ake units off-line in
order to maintain sufficient operating generation units to meet instant generation requirements.
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conflict with the most efficient thermodynamic operation of the utilities’ own
generation units.

(d) Similarly, the existing ECAC provides an incentive for the utilities to minimize
spinning operation reserve capacity and, in effect, penalizes utility earnings for
providing additional operation reserve capacity. This is significant because
maximizing the incorporation of intermittent renewable resources requires
providing increased operating reserve capacity. The utilities should not be
financially penalized for providing ample operation reserves in order to
accommodate intermittent renewable generation. A straight fuel cost pass
through would decouple utility earnings from operation reserve capacity
decisions.

(e) Since the HECO Companies currently dispatch generation resources using
AGC controls that are based on minimizing economic costs, regulators have a
simple verifiable way to determine that resources are being operated
economically. The efficiency incentive in the existing ECAC is not necessary
to ensure economic dispatch of system resources.*

In Exhibit D to the Joint Final Statement of Position of the HECO Companies and
Consumer Advocate, filed May 11, 2009, the HECO Companies agreed with “HDA that
the fixed heat rate could result in the utilities recovering more or less than their fixed costs
under sales decoupling, and that the fixed heat rate may incent the utilities to take less
renewable energy under certain circumstances. The system heat rate worsens because
utility generators must often be taken off of economic dispatch to accommodate increased
levels of renewable energy.”

The HECO Companies and the Consumer Advocate jointly proposed that a 50 Baw/kWh-
sales deadband be established above and below each of the fixed sales heat rates by fuel-
type in HECO's ECAC, and explained the basis for the proposal in Exhibit D. Should the
Commission issue a final Decision and Order (D&Q) in HECO's 2009 test year rate
proceeding prior to a final D&O in the instant docket, the application of the deadband in
HECO’s ECAC would take effect upon the issuance of a final D&O by the Commission in
the instant docket.. Should the Commission issue a final D&O in the instant docket prior to
a fina] D&O in HECO’s 2009 test year rate case, the ECAC deadbands would be
implemented upon the effective date of the final HECO 2009 test year rate case D&O.

In Exhibit D, the HECO Companies and the Consumer Advocate noted that: ‘“The concept
of sales heat rate deadbands by fuel type also applies to HELCO and MECO. However,
more analyses will be conducted by the Companies to determine the appropriate deadband
widths for each company.”

* Note that the utilities actually do not really dispatch resources directly according to ECAC revenue maximization

in any case since resources are dispatched based on minimizing fuel expense, not based on minimizing BTU
consumption,
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HECQO Proposal for HELCO and MECO sales heat rate deadbands

As noted above, the explanation for the HECO sales heat rate deadband was based on an
assumption of the possible impact of decoupling to be equivalent to a 5% reduction in sales
and assuming that the relationship between the change in sales and the change in efficiency
factor is linear. This resulted in a deadband width of £50 BnwkWh-sales above and below
the test year sales heat rate, which represents less than 1% of the system sales heat rate for
HECO.

The relatively small deadband for HECO of 50 Btu/kWh-sales takes into account the size
of the HECO system (relative to those of MECO and HELCO), and the size of the
Independent Power Producer (“IPP) facilities expected to be added prior to the resetting of
HECO’s rate case heat rate target in its next rate case, which 1s expected to use a 2011 test
year.

1. For MECO — Maui Division, the deadband width shall be £100 BrwkWh-sales. The
+100 Btw/kWh-sales deadbands do not accommodate the impact of larger IPP
additions on Maui. The proposed deadband is based on production simulation runs
that indicate that MECO’s diesel system heat rate could increase by 61 Bruw/kWh-net
based on a decrease in sales by 5%, and could decrease by 45 Btw/kWh-net based on
an increase in sales by 5%. This deadband would apply to both fuel types (Industrial
Fuel Oil and diesel fuel) used by the Maui Division. The £100 BtwkWh-sales
deadbands are also intended to accommodate small IPP additions (such as
photovoltaic additions sized below the competitive bidding threshold), as well as
sales changes.

2.  For MECO - Lanai and Molokai Divisions, the Consumer Advocate and the
Companies agree to a deadband width of £50 Btu/kWh-sales, consistent with the
width selected for HECO. Lanai and Molokai Division use only one fuel type —
diesel fuel.

3. For HELCQO, the deadband width shall be ::100 Bruw/kWh-sales, consistent with the
deadband width proposed for MECO — Maui Division. This deadband would apply to
both fuel types (Industrial Fuel Oil and diesel fuel) used by HELCO. The proposed
+100 BtwkWh-sales deadbands are intended to accommeodate small IPP additions
(such as photovoltaic additions sized below the competitive bidding threshold), as
well as sales changes. The +£100 Btu/kWh-sales deadbands do not accommodate the
impact of larger IPP additions on the Big Island.

Redetermination of Sales Heat Rate Proposal

Based on production simulation runs for scenarios where additional increments of
renewable energy generation are integrated into the grids, HECO anticipates that changes
in any of the utilities’ heat rates could exceed the bounds of the deadbands described in
Part B above. For example, using a production simulation model, HECO projected that
Maui Division’s diesel system heat rate could increase by 282 BtwkWh-net ifa 21 MW




a.

a.
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windfarm is added to the Maui system and an additional 10.5 MW of regulating reserve is
carried (over and above the existing 15 MW average amount of regulating reserve already
carried).

In recognition of these potential occurrences, the Consumer Advocate proposed the
following’

Any new resources that require PPA approval by the PUC can trigger redetermination
of system heat rates and/or bands outside of rate cases, based upon the charactenstics
of the project and contractual terms of operation, by revision to the test year
simulation model most recently used to establish heat rates/bands.

The HECO Companies agree with the Consumer Advocate’s proposal in concept and
propose the following in an effort to specify the circumstances under which the
redetermination of the sales heat rates would be undertaken in the future.

1. Triggers for Redetermination of Target Heat Rate

Non-utility firm or non-utility non-firm renewable resources (such as wind or
photovoltaics) from which the utility will purchase capacity and/or energy under
a Power Purchase Agreement that exceed the threshold noted below may trigger
a redetermination of the target heat rate. For HECO, the proposed threshold

size of resource 18 20 MW. For MECO — Maui Division and HELCO, the
proposed threshold size of resource is S MW. For MECO - Lanai and Molokai
Divisions, the proposed threshold size of resource is 500 kW.

Utility firm and non-firm renewable resources (such as wind or photovoltaics)
may also trigger a redetermination of the target heat rate. The proposed size
thresholds would be the same as in paragraph C.1.a. above.

The target heat rate set for HECO in its 2009 test year rate case and the target
heat rates to be set in the upcoming 2010 test year rate cases for MECO and
HELCO should be subject to adjustment if additions, retirements or
modifications to their generating systems, or modifications to their generating
system operating procedures, are expected to increase or decrease the target heat
rates by more than the deadband amounts.

2. Timing for Seeking Changes in the Heat Rate Target

The utility may seek a change in the target heat rate in a traditional rate case, as
it currently does, when a resource will be added in a rate case test year.

The utility may also seek a change in the target heat rate when resources
identified in Section C.1. above will be added to the grid outside of a rate case
test year.

3. Process for Utility to Seek a Change to the Heat Rate Target Outside of a Rate Case
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a.  In the case of a utility-built firm and non-firm resource, the utility may file a
request to change the heat rate target as part of the application for approval to
expend funds (in accordance with General Order No. 7) for the resource that
would cause the change in heat rate.

b.  If the utility anticipates that one of the triggers for redetermination of the heat
rate target (as identified in Section C.1. above) will occur after a rate case test
year, the utility should include in its rate case docket a proposal to change the
heat rate target at some future time. The proposal to change the heat rate target
outside of a test year should be evaluated as part of the rate case docket. The
proposed change to the heat rate target should take effect when the addition,
retirement or modification is made.

c.  The proposal to change the heat rate target outside of a test year should also be
reflected in the submittal of the new production simulation for short-run avoided
energy costs in Docket No. 7310.

In Decision and Order No. 24086, filed March 11, 2008, Docket No. 7310,
Avoided Costs Investigation, the Commission approved the Updated Stipulation
of the parties establishing a new methodology for the calculation of short-run
avoided energy costs for HECO, HELCO and MECO (the “HECO Companies™)
using the Qualifying Facility (“QF") in /QF out production simulation
methodology. Pursuant to the Updated Stipulation, the HECO Companies redo
and issue the production simulation results on an annual basis, with updates
during the year if certain triggers occur. The model includes any changes
anticipated in the amount of firm capacity available. Capacity additions
(retirements) are included in the simulation on the date of the scheduled
addition (retirement).” The data provided with each update includes the
calibrated input data set, and the modeling assumptions used 1n the production
costing model, as updated to reflect any changes in the actual operating conditions

4. Justification to Change Heat Rate Target

a.  Inits request to change the target heat rate, the utility would need to show that
a change in the heat rate target is warranted by production simulation results
with and without the proposed resource and the change in heat rate caused by
the addition of the resource.

b.  Where the change in the heat rate is caused at least in part by an increase in
regulating reserve, the utility would need to show that carrying the additional
regulating reserve is warranted to maintain system reliability.

* For example, a monthly change of more than 5% from the anticipated leve! of available firm capacity resources
(due, for example, 1o an extended forced outage) if known one month prior to the beginning of that month, will
require the re-execution of the production simulation for that month.
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Effective Date of Change in Target Heat Rate

a.

The change in the target heat rate would be effective after (1) the Commission
approves the change via the appropriate docket (see Section C.3. above) and (2)
immediately after the resource is placed into service, or when the addition,
retirement or modification is made.

The heat rate targets may be reset in future rate cases at the time of any interim
rate increase.

Application of the Deadbands

a.

b.

For HECO, the initial deadband levels shall be applied around the target heat
rates that would be effective upon the issuance of a final decision and order in
the 2009 Test Year rate case if the Commission approves the deadband levels in
a final decision and order in the instant docket prior to issuing a final decision
and order in the 2009 Test Year rate case. If the Commission has already issued
a final decision and order in the 2009 Test Year rate case, the application of the
deadband in HECO’s ECAC would take effect upon approval by the
Commission in the instant docket.

For MECO and HELCQO, the initial deadband levels shall be applied around
their respective target heat rates beginning with the issuance of the interim
decision and orders in their respective next (2010) test year rate case, if the heat
rate targets are changed from their current values in those decision and orders
(see 5.b. above). If the heat rate targets are not changed in the MECO and
HELCO Companies’ respective interim decisions and orders, the deadbands
will be applied beginning with the Commission’s issuance of the final decision
and orders in their respective 2010 test year rate cases.

Once the revised target heat rates are 1n effect, the deadband levels descnbed in
Sections B.2 to B.5 above shall apply around the revised target heat rate.

Changes to the Deadband Levels

Changes to the deadbands may be proposed in future rate cases (i.e., the rate cases
after the 2009 test year rate case for HECO, and the 2010 test year rate cases for
MECO and HELCO).




